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Are there realistic
alternatives to the
income tax, such as
a tax on sales, value
added, net assets,
or cash flow?
Should there be tax reform?
Here are the opinions of
chief executive officers from
a significant sampling of the
Fortune 500. This survey
sought their response to
possible changes in the
income tax, the capital gains
tax, double taxation of corporation earnings, the
investment tax credit, and
various taxes paid by multinational businesses.
While the overall findings
of the survey are not
startling, the individual comments do offer an insight
into the thinking of the 53
executives who were interviewed. The Fortune 500
Survey was commissioned by
Touche Ross and conducted
by Research and Forecasts,
Inc. with the assistance of
Professor Gerald P. Grady of
the Columbia University
Graduate School of Business.

"This dependence on the income
tax will continue, since, in my
o p i n i o n , it is the fairest way
provided that is straightforward,
understandable, and gives the
taxpayer an even break."
"Whatever choices and trade-offs
are made by Carter and Congress,
the new tax system must not destroy
incentives to make capital investments, to assume business risks, and
to be productive and successful."
"Unfortunately, given the American
political system, we must rely on the
income tax. If it were politically
possible, the value-added tax (VAT)
would be great, because the cost
would automatically go through to
the consumer."
"VAT is a good alternative—it's the
fairest type of tax—but not politically realistic in the U.S. We are stuck
with the income tax."
"I personally favor a tax on consumption. A true consumption tax
would be more equitable than a
sales tax. However, a national sales
tax would get at the problem and
would make some sense."
"The VAT or the sales tax as a
substitute for the income tax would
be an impractical idea,since both are
regressive and would tend to hit the
lower income wage earner the
hardest."
"The taxation of cash flows would
involve taxing depreciation, thereby
impeding modernization of our
capital equipment
A system
which taxed assets would probably
serve as a disincentive to saving."
RESULTS: 83 percent favor income
tax over a tax on consumption; 49
percent choose income tax because
of political realism; 66 percent
recommend revising income tax.

Should taxation be
only for revenue
purposes, or should
it also impact
economic and social
behavior?
"I'm basically a strict constitutionalist, and therefore I am in favor of
adhering to use of tax receipts for
revenue purposes primarily. I am
not an advocate of Keynesian
economics, and all the increased
debt that is part of this approach."
"Taxation should be used for revenue purposes. It could also, and
definitely should, be used for the
stimulation of capital formation."
"The tax system has traditionally
been used to achieve certain economic, social, and political objectives, and it should continue to do
so."
" G e n e r a l l y speaking, taxation
should be used for revenue purposes. It is impossible, and perhaps
even undesirable, to put aside its
stimulus potential. When it comes to
taxing corporations, there is too big
an impact on business for the side
effects to be ignored."
"I would limit the use of tax law to
revenue raising as much as possible.
However, the use for economic and
social purposes is inevitable in
several instances. At least, when the
government does it through the tax
law, it does permit the individual a
choice, as contrasted with the
government doing it."
RESULTS: 21 percent favor using
taxation for revenue purposes only;
32 percent to induce economic
behavior as well; 47 percent favor
both economic and social effects.

Can double taxation
of corporate
earnings be
changed? Should
there be a tax
deduction for
dividends paid out?

Does the investment
tax credit help
determine business
investment plans?
What change would
affect your plans?

"I would prefer a partial or total
corporate deduction for dividends
paid, as opposed to a stockholder
deduction. I say this because the big
issue for companies today is capital
formation."

"The ITC doesn't make a lot of difference in the decision to invest in a
given project, but it does provide
additional cash flow, which increases the money available for
capital investment."

"I'm in favor of any method that
increases cash flow, which a corporate dividend deduction certainly
would. Obviously, not all the savings
will go to the company—some of it
will be paid out to the stockholder in
the form of higher dividends."

"ITC is of major importance. It has
frequently made it possible for our
company to update by the purchase
of new machinery and equipment."

"To answer this question properly,
you must ask what are we trying to
achieve? If capital formation is the
goal, then a deduction for the
corporation is the proper approach.
If the end we are trying to reach is
the elimination of the unfairness of
double taxation, and we are trying
to give the taxpayer a break, then
the credit approach is okay. I would
come down hard in favor of capital
formation as my answer to what we
should be seeking to foster."

"The ITC creates capital goods and
zeroes in on expansion. I wholeheartedly support an increase of the
ITC to 12 percent to provide additional investment capital."

"From a practical political standpoint, I do not believe Congressional committees are likely to adopt the
corporate deduction approach."
"I do not particularly favor reform
It is my opinion that the real
money for capital investment comes
from the 70 percent taxpayer. The
investors beneath the 50 percent
bracket are not significant dollarwise. Thus, if the maximum tax of 50
percent is applied to dividend
income, this is a simple and effective
way of increasing investments."
RESULTS: 94 percent favor elimination of double taxation; 74 percent
prefer a corporate deduction; 21
percent back a stockholder credit.

"I favor an increase in the ITC along
with a clear indication that it is here
to stay."

"The investment tax credit is highly
important. Its importance is really
underestimated by many people,
and by that I mean people in
government."
"Our firm is not capital intensive.
However, I still do not believe that
the ITC is that important. It's still just
a gimmick because the rate is always
being juggled around."
"I prefer a lower corporate income
tax rate instead of a higher ITC rate.
The ITC is unpredictable."
"Lowering the corporate income tax
rate would not encourage capital
spending as much as raising the ITC."
"With regard to capital expenses for
pollution and energy saving devices,
an attractive ITC of 15 to 20 percent
and a fast authorization period
(within the year spent) would have
an important impact."
RESULTS: 66 percent say the ITC is
an important spur to capital investments; 43 percent would increase
the rate to stimulate general business investment; 23 percent stress a
stable ITC rate is needed.
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Should the favorable
treatment of capital
gains continue?
What would be the
overall impact of any
change?

Have changes in the
tax law from 1962 to
1976 affected
American multinationals' use of U.S.
citizens overseas?

"Elimination of the capital gains
preferential tax would have an
adverse effect on large investors,
who see it as a compensation for the
risk in purchasing equities. The
smaller investor has been staying
out of the market during these last
years, and eliminating the tax surely
will not bring him back."

"Absolutely. Our company, for
example, employs about 1,400
people in the Middle East. With the
change in the tax law last year which
reduced the exemption on U.S.
employees' income earned abroad
from the first $20,000 to the first
$15,000, we found we had to replace
many of our U.S. employees with
other nationals."

"Advocates of eliminating the
capital gains tax often claim it is just
another loophole for the rich and
privileged. But I have seen studies
which claim that half of all capital
gains taxes are paid by those who are
in the $15,000-$30,000 tax bracket."
"There are, in my opinion, too many
deals done in Wall Street for the
sake of capital gains per se. Not
infrequently, these deals are not
sound from a strictly business standpoint. They are consummated in
order to generate profits
A
change in the law could distinguish
between such situations and the real
investor who holds on and should
be rewarded."
"The capital gains tax is no longer a
great incentive for substantial investors because of the preference
tax and the 70 percent maximum
rate on unearned income. If the tax
is e l i m i n a t e d , the top rate of
unearned income should be reduced from 70 to 50 percent.
RESULTS: 75 percent urge retaining
favorable tax treatment for capital
gains; 38 percent recommend reducing the tax rate; 25 percent will
exchange favorable treatment for
comparable tax reductions; 72
percent say favorable treatment
helps equity capital formation.

"We're pulling back everyone
except the pure technologists,
whose skills cannot be f o u n d
abroad. But we're pulling out our
executives—and it's a shame,
because these Americans left a good
impression of the U.S."
"I think the recent changes are
counterproductive. The new law
will not keep more dollars in the
U.S., because by substituting foreigners for U.S. citizens abroad,
we're paying salaries to foreigners
who will pay no U.S. tax."
"U.S. employees will request to
come home, and the ultimate consequences will be a loss of prestige
abroad. Subsidiaries which are
hardly marked by an American
presence will tend to make commercial contacts with other countries, to our disadvantage."
"In our operations, we have maximized the use of foreign nationals as
executives of our overseas subsidiaries, in view of their knowledge of
the people and the conditions in
their native countries. Accordingly,
when the changes came into effect,
the adverse impact was not as
substantial a burden for us as for
some other multinationals."
RESULTS: 74 percent contend that
current tax laws reduce willingness
of multinationals
to send U.S.
executives abroad.

How does the
present income tax
system affect a
corporate executive's incentive?
" I do not believe the current
income tax system is having a serious effect upon the executives'
motivation. Other factors, rewards,
and particularly the executive's life
style are of greater importance."
"Job satisfaction still outweighs the
high income tax rates. I am a strong
supporter of the 50 percent maximum tax on earned income, and
believe that the executive class can
afford to pay at this rate."
"In England the income tax is an
extreme deterrent to the corporate
executive's motivation. The failure
of England's economic system to
increase productivity should be
studied. (Query: has the collapse of
the incentive system caused this? I
believe this to be so to a large
extent.)"
RESULTS: 72 percent believe the
U.S. tax system has no negative
effect on motivation; 43 percent
believe non-monetary factors are
the prime motivators; 43 percent
say the 50 percent maximum tax has
provided substantial tax relief to the
executive.

How would eliminating the tax deferral
on earnings retained
abroad affect your
company's operations?
" W i t h elimination of the deferral,
you might be talking about an
effective U.S. corporate tax rate of
62 to 67 percent, which is totally
unrealistic."
"The money earned abroad represents working capital for the subsidiaries. If you tax their profits,
irrespective of whether profits are
repatriated, you add to the borrowing needs of the subsidiaries."
"If you also eliminate the tax credit,
as has been proposed in certain
quarters, in addition to eliminating
the deferral provision, the U.S. corporation w o u l d be the victim of
triple taxation, and could not compete with foreign corporations."
"If the U.S. were to repeal the
deferral, those foreign countries
who did not have high withholding
rates w o u l d make efforts to increase
them in order t o c a p t u r e t h e i n c o m e
before it left the country."
" W e would visualize such a tax
change as increasing the revenues
of foreign countries, decreasing U.S.
tax revenues, and increasing the tax
costs of U.S. companies operating
abroad. The net effect will be a loss
in U.S. jobs, production, and business profits."

Should the U.S.
government encourage or discourage
dealings by American multinational
businesses in Third
World economies?
"The multinational corporation is
one of the greatest forces in the free
world from the standpoint of i n creasing productivity and improving
the standard of living. It is doing this
in Third W o r l d countries and should
continue t o do so."
" I n general, government should
stay out of such decisions. I basically
d o n ' t even believe in guarantees by
the U.S. government, such as in the
event of expropriations. If businessmen cannot invest on their o w n , and
assume the risk as in any other
commercial venture, then they
shouldn't invest t h e r e . "
"The U.S. government should be
very concerned about these c o u n tries, since they possess raw materials which are critical to the industrialized countries. Moreover, our
government should try to help the
multinationals overcome the bad
reputation many have in that part of
the w o r l d . "
"The stability of the world is due to
the interchange of trade; this system
is invaluable."
RESULTS: 98 percent say the U.S.
government should encourage such
investment in the Third World.

If you were Treasury
Secretary Blumenthal, what would you
tell President Carter
regarding tax
reform?
" I t is not possible to get at the
problem of tax reform w i t h o u t
m a j o r emphasis o n t h e c a p i t a l
formation problem. This w o u l d be
the sole topic of the discussion."
" I w o u l d tell President Carter that
you need to increase investment at
the expense of consumption. You
should have increased capital allowances and quicker write-offs of
environmental outlays mandated by
the government. Moreover, the ITC
should be taken when the expenses
are incurred, not when the project is
finished, as is presently the case.
And don't eliminate the capital
gains tax; we need the individual
investor to aid in securing needed
capital."
" I w o u l d say the the most important
issues are d o u b l e t a x a t i o n a n d
capital gains. I'm a strong supporter
of the free enterprise system, and I
think it has been eroded. This is
what the condition of the stock
market is telling us."
"Constant revision and tinkering
has led to extreme complexity. W h o
can understand and prepare his o w n
tax return? This leads to frustration
and a lack of confidence in the
system and spurs dishonesty."

"Elimination of the deferral will
f o r c e c o r p o r a t i o n s t o sell o u t
abroad, which will lead to isolationism. Inexorably, misunderstanding
will grow and spread. The potential
for increased conflict will increase,
c r e a t i n g t h e p o s s i b i l i t y of war
and/or the deterioration of the
Third W o r l d .

" I w o u l d tell President Carter to
eliminate the various deductions
and exemptions in exchange for
lower tax rates, although this is
probably not achievable in his first
term. I w o u l d tell him to eliminate
all capital gains and make the overall
depreciation schedule more realistic. I w o u l d also eliminate tax
shelters
"

RESULTS: 83 percent oppose eliminating the deferral
of taxes on
earnings retained abroad;
barely
half would be affected by such a
change themselves.

RESULTS: 49 percent would direct
Carter's attention to capital formation; 30 percent to simplifying
the
tax code; 23 percent to
double
taxation.
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